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1.4 Summary of Hospital  Rate setting System Effec t ive  3/12/93 

The 1993 Medicaid Direct Patien: Care IjRG Rates were based on the 1992 acute 

Care Ratesetting Methodology. Foreach hospital, operating cost(including 


administrative and most overhead, but excluding capital) from 1988 (base year) 


are allocated to revenue centers. These costs by center are then divided by 


the revenue from eachcenter to determine a cost to charge ratio. The 


individual charges on each patient specific discharge record(UB-82) as reported 


by each hospital in 19@8, are multiplied by those ratios to assign cost values 


to each record. The F.?-DRG Version 8.0 Grouper is used to group the costed 

patient records for 1993 rates. A revised trim point file is calculated to 


reflect length of stay using the Version Grouper. The DRGs are the. 


classified into the following croups: ungroupable Medical Denials, Same Cay 


Surgery, Inliers, Lox Len?:+ of Stay Outliers, High Length of Stay outliers 


and New borns New borns a r e  classified as a separate category because :..e 
. .base year 1988 data did not collect birthweight which is a requirement to group 

a Neonate .kith the Version 8 Grouper. Therefore in order toestablish. :?.e 


NeonatalDRG, the1989patientleveldata is used since birthweight was 

collected. 


The average CiiG costs per hospital (Medicaid patients only) are equalized for 

labor market area differences. Graduate Medical Education cost isalso 

removed. Non-physician costs are calculated by DRG for Inliers and on a per 

diem basis for Outliers. 

Base Payment Rates are calculated as fol lows:  

Inliers: The standard is the mean forInlier DRGs. 


- /

Low Outliers: The lower of the standard base rate, or non-physician, 


hospital-specific average DRG cost per day multiplied by the associated 


acute patient days. 
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High Outliers: The hospital-specific average cost per day (which is 

derived from only cost in excess of inliers) is multiplied by a patient's 

total length of stay and added to the standard rate by DRG. 

If there isno hospital-specific amountavailable for any these 

calculations, because of none or very l o w  hospital base volume in a DRG, 

the statewide average is substituted. 

Transfer patients: Where a- patient's discharge status is that of a 

transfer to another acute care facility(inpatient ) , the rate is limited 
to the lower of the inlier rate per case or the sum of the acute days 

multiplied by the low outlier per diem. The hospitalita1 which received the 

transfer patient (and the patient is subsequently a non-transfer status 
cc. 

discharge) will receive the appropriate rate per case o r  per diem based 

upon DRG assignment and trim point status. 

The base payment rates are then multiplied by thehospital's specific 

Unequalization Factor, GME Adjustment Factor, Physician Mark-Up, Resident 

payment rate, Operating Margin, and Mark-Up Factor(refer to Section 5.17). 

The Mark-Up Factor is calculated as follows: 


The Mark-Up Factor allows for overhead
adjustments for the remaining 

cost(capital) and other non-DRG-specific adjustments such as N.J. Poison 

Information Adjustment. These elements are applied as an overall percentage 

mark-up to each payment rate on the schedule of rates for each hospital f o r  

the finalized rate. 
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